BRITISH INSURANCE 


Insurance and the Public 


NSURANCE is commonly reckoned to be one of the 
more recondite arts. It is difficult for the ordinary 
man to meet an actuary on equal terms and although 
he may be far from pleased when his motor insurance 
premium has to be increased, he takes it with better 
grace than an increase in his railway fares or his rates. 
Nor, despite the cries from the left, does he feel con- 
cerned about the power that the insurance industry is 
supposed to wield over British industry. He wants his 
life assurance to retain some real value when it matures, 
and his pension to provide at least a good part of what 
he hoped for in retirement. He has become more alive 
to the long-run consequences of inflation and more 
appreciative of the efforts that the insurance industry 
is making to protect him from their worst. effects. 
The articles that follow in this survey record some- 
thing of what the insurance offices are doing to meet 
the problems of an age of inflation. Their importance 
as investors, channelling into a powerful stream innu- 
merable rivulets of personal savings through life assur- 
ance, is now a dominant factor in the market ; it is not 
surprising that envious eyes are cast at their increasing 
holdings of industrial securities, though it is surprising 
that some critics can bring themselves to assert that the 
insurance industry “controls” British industry. It is 
rather a matter for relief that so big a block of savings, 
held in trust for policy-holders, can be brought each year 
to meet the ever-expanding demands of British industry 
for new capital. 


ep year was a bumper one for the life offices, with 
record new premiums, high yields on the life funds, 
and therefore high bonuses on participating policies. 
But it-was a difficult year for preserving investment 
values and the continued depreciation of gilt-edged 
securities has done nothing to abate the increasing 
regard that the offices now pay to equity investment. 


That is one counter-inflationary feature of their busi- 
ness. Another is the growth—as yet small, though in 
some sense it is an extension of the familiar participating 
policy—of annuities based not on contracted money 
sums but on an interest, determinable only when the 
policy matures, in a fund invested in equities. Some 
examples, and there are likely to be others, are described 
in the article “ Self-Employed Pensions Begin.” They 
have indeed ; but there has been such fierce competition 
to get self-employed pension business that some 
observers feel that rates have been driven so low as to 
leave slight attraction in a class of business that, because 
of improving mortality, has a fundamental bias against 
the underwriters. 

Meanwhile, the political parties are full of their com- 
péeting pensions schemes. How the race for the voter’s 
support will be won, and how the winning promise will 
be redeemed are uncertainties stretching well into the 
future. The life offices have underlined the need, 
in any state scheme that merits informed support, for 
scrupulous underwriting ; that, despite many proper 
saving clauses in the technical spelling-out of the Labour 
Party’s scheme, is not the total impression that it 
manages to convey. The terms on which the Labour 
Party would be prepared to let the offices retain their 
existing pension business may not seem too onerous ; 
but the emergence of a state scheme at some future time, 
against which they would be hard put to compete, given 
the actuarial principles on which they are bound to work, 
would be serious for their prestige. It would probably 
be wrong, however, to suppose that pensions business 
is capable of yielding a big profit to the offices. 
The work is heavy : the chairman of the Legal and 
General (whose bumper valuation results and dividend 
for 1956 were particularly distinguished) has pleaded 
with brokers at all costs to avoid the introduction of 
further complications—surely a significant observation 
from a leading office in this specialised business. 
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In general insurance, 1956 was not a fruitful year. 
Underwriting experience was adverse in nearly all 
classes of non-life business and in most countries across 
the world where British insurers do business. In North 
America the results were the worst for many years, 
though it is possible to hope, for reasons set out in the 
article “ Hard Times for Underwriters,” that the worst 
experience is over. This argues a steady expansion of 
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insurance business and perhaps underwriting profits in 
the future, with insurance dividends solidly buttressed 
by interest earnings on the non-life funds, and offering 
prospects of increasing returns as the years pass. The 
insurance industry has given its shareholders a useful 
increase in dividends in the last few years, and perhaps 
some boards will now be inclined to go a little more 
gently for a time. But growth if steady will be sure. 


Equities versus Gilt-Edged 


OTHING, surely, better illustrates the disregard into 

which gilt-edged securities have fallen and the rising 
status ef ordinary shares than the history of insurance invest- 
ment during recent years of inflation. Between the end of 
1951 and the end of last year, the book value of the invest- 
ments of the 44 offices regularly analysed in this survey rose 
from £3,108.5 million to £4,432.7 million. Towards this 
increase of nearly £1,325 million, gilt-edged stocks contri- 
buted less than £45 million, and the proportion of gilt- 
edged stocks in the regularly growing total fell sharply 
frem 32.4 per cent to 23.7 -per cent. The contrast- 
ing figures for ordinary shares -show a deubling in book 
values from £338.2 million to £681:5 millien over the five 
years, with a rising share in the expanding total portfolio 
from 10.9 per cent to 15.4 per cent. It was possible only a 
few years ago to find some insurance managements so 
reetedly opposed to any idea of equity investment that they 
did not fee] that it was consistent with the security of their 
pelicy-holders to hold a single ordinary share. Now there 
ig not one that would deny the importance of equities as a 
buttress to the security of both life and general insurance 
funds in an age of inflation. 

It may be fair to claim, as Mr Pellen-did a fortnight ago 
in his address to the British Insurance Association, that these 
contrary movements in investment practice between gilt- 
edged and equities represent in some part the resumption of 
a trend that was evident before the war, and interrupted 
during the war only because the resources of the insurance 
industry were then devoted to government securities. It is 
equally proper to emphasise the part that institutional inves- 
tors are called upon to play in the financing of industrial 
expansion ; yet it seems to be something more than a 
vicarious standing-in for the role that private investors used 
to play when they were able to save more out of their taxed 
incomes. Here, after all, are displayed the collective deci- 
siens of highly skilled investment teams in a highly com- 
petitive industry ; and their choices between fixed-interest 
securities and equities should have a positive and sophisti- 
cated quality directly related to their conception of the long- 
term interests of the policy-holders to whom they are 
responsible and to the long-term effects of continuing infla- 
tion on those interests. It is too simple to assume that the 
life assurance industry is merely in the business of selling 
money claims for future settlement, and therefore need not 
concern itself too closely with what happens to the value 
of money during the life of a policy. In its, participating 
assurance business, indeed, the policy-holder has a direct 
imterest in the results of the life fund, and each office, in 
competition with the others, is anxious to do well for him. 


Moreover, competition by way of rates and service is felt 
no less keenly in non-participating business. The trend 
towards equities is a policy aimed at growth and at some 
protection against inflation. It is rational and inevitable. 


E total assets of the 44 offices whose investments .are 

set out in table II rose last year from £4,096.0 million 
to {4,432.7 million. Mr Pollen’s figures for the members of 
the British Insurance Association show a rise in total invest- 
ments (omitting current assets) from {£4,430 million to 
£4,790 million which is comparable with total investments 
for the 44 offices in our sample of £4,118 million. The 
figures in table II.are book values, and there is some risk, 
though not a major one, in accepting the changes that they 
show as necessarily measuring real changes ; assets may be 
written down -.out of income and changes in the allocation 
of inner reserves (which are fed in part by realised profits) 
may occur between different years. 


TABLE 1.—INCREASE IN a ASSETS—44 OFFICES 
mittion 


*Induding-property and mortgages. +After adjustment for writing-up 
by Royal group; the figures are approximate. 

For last year, too, there is a special factor in the figures, 
for the Royal group have brought into the open a hidden 
reserve of many year’s standing in their figures when they 
retained the dollar exchange rate at $4.86 to the £ after 
devaluation. Their substantial dollar assets have now been 
revalued at $2.80 to the £, and hence the rise of £337 
million shown in the book value of the total assets of the 
44 Offices needs to be discounted for this accounting change 
if the figures are to be brought nearer in line with last 
year’s real expansion. An attempt is made to do this in 
table I above, though the figures must be taken as approxi- 
mations. It would seem that the real increase in the assets 
of these offices may have been about £265 million. The 
accrual of funds of this magnitude to the insurance offices, 
together with the income of. the pension funds which, Pro- 
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TABLE IV.—PERCENTAGE DISTRIBUTION = NON-LIFE ASSETS OF 


TABLE Il.—DISTRIBUTION OF INSURANCE ASSETS 
TOTAL CONSOLIDATED ASSETS OF 44 OFFICES 
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TABLE Ill—PERCENTAGE DISTRIBUTION OF LIFE, ANNUITY AND 
CAPITAL REDEMPTION ASSETS OF 42 OFFICES—END 1956 
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(a) Excluding Century assets. 


\ 1 (b) Including assets of fire and accident branches. 
(c) Excluding assets capital redemption branch. 
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TABLE V.—RATES OF INTEREST PER CENT, LIFE AND ANNUITY 
FUNDS—42 OFFICES 
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(a) Excluding industrial life funds. 
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fessor Victor Morgan has recently suggested, may be run- 
ning at about £140 million a year, has a governing influence 
on investment activity and on the new issue market. 


AST year was the second in succession to record a fall 
L in the book values of gilt-edged holdings ; over the 
two years, these have fallen from {1,098.8 million to 
£1,051.2 million, and the proportion that they contribute 
to total assets is now less than a quarter, whereas ten years 
ago it was of the order of two-fifths. The offices have 
been finding preferable outlets on the side of fixed-interest 
investment in debenture stocks, again increased last year 
by about £60 million to £606.9 million. The popularity 
of loan stocks, and particularly of the convertible kind, of 
which the ICI 5} per cent issue was one of the most 
attractive examples, seems undiminished, and the rates that 
have recently been obtainable are, on any long-term con- 
sideration, markedly attractive for the offices. Another 
important fixed-interest element in their holdings is pro- 
vided by mortgages and property—the former up by nearly 
£100 million, although they could have lent much more 
given the eager demand in a year when house-purchase 
money was tight and when the local authorities were large- 
scale borrowers in the mortgage market. : 

How far should one expect to find a consistent pattern in 
the investment policies pursued by the different offices ? 
At first sight, there seems little evidence of one in the dis- 
tributions of the assets either of life funds or of general 
funds set out in tables III and IV. To a considerable extent, 
the pattern of today has been determined by investment 
decisions taken, it may be, many years ago; even in the 
case of a rapidly growing fund, there is an appreciable 


TABLE VI.—INSURANCE EARNINGS AND DIVIDENDS, 
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“inertia,” as the statisticians call it, in the percentage 
figures. Yet sheer size does not explain the differences ; 


. the Prudential has increased its equity holdings from 10.2 


per cent of its total assets at the end of 1951 to 16.0 per 
cent of the much larger total at the end of last year. There 
are clear differences of policy, too, about other investment 
outlets ; some offices carry over a quarter of their life assets 
in the form of mortgages (and one nearly a half), while 
others are content with well under a tenth. For a relevant 
comparison between fixed-interest and equity investment, 
this is a factor that must always be in mind ; so, too, must 
be the total weighting of gilt-edged and other government 
securities, plus debentures and preference shares. The 
principle of equity investment, for all its growing import- 
ance in insurance portfolios, is still. residual in its end- 
result, Yet it remains a little difficult to account for the 
wide range revealed by the ordinary share percentages. 


AKING all allowance for the possibility that book values 

understate real values (and that the equity percentages 
in these tables might be a good deal higher in terms 
of market values) the wide spans between the lowest 
figure of 3.7 per cent and the highest figure of 37.8 per 
cent in the life assets table and from 3.7 per cent to 26.0 
per cent in the non-life assets are not easy to explain. There 
is always room for judgment about the right proportion of 
equities that a life fund should hold, and certainly there is 
no golden rule. Even if one grants the argument of the 
ultra-cautious that equities can depreciate sharply out of line 
with gilt-edged (though the evidence of recent years does 
not give it much support) a life office can hardly break many 
bones if it holds ordinary shares up to the amount of its 
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* Excluding life, annuity and capital redemption business. {+ ‘‘ Reserves "’ include share capital, all free reserves and the underwriting and additional reserves maintained 


for fire, accident and marine insurance. 
(b) Before £25,000 written off investments. 
£10,000 to subsidiaries’ reserves and £23,739 written off investments. 


ordinary and industrial life three-quarters of the profits belong to the “‘ 
Life Insurance Society. 
years. 


+ After debenture interest and preference dividends. 
(c) Before £187,216 to general and investment reserves. 


(a) Before £250,000 to general reserve and £78,458 written off investments. 
(d) Before £150,000 to contingencies and taxation reserve. (e) Before 


(f) Before £170,000 to contingencies reserve. (g) Before £500,000 to contingency reserve. (h) Before 
£390,889 to general and investment reserves. (j) Before £100,000 to investment and contingency reserve. 


general reserve and £69,500 written off investments. (m) Including the Licences and General acquired during the year. 


(k) Before £25,000 to investment reserve. (I) Before £79,390 to 
(n) General branch only, i.e., all business other than 


B "’ shareholders and one-quarter to the “‘A"’ shareholders. (0) Shares held by Norwich Union 
(p) In 1956 figures relating to the Royal's large American and Canadian busines. were converted at $2.80 to the £ instead of $4.86 to the € in earlier 
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The Royal Exchange Assurance group of Offices provides a 


world-wide insurance service backed by long experience. The following 





are the associated companies having Head Offices in England. 


BRITISH EQUITABLE ASSURANCE COMPANY LIMITED 
CAR & GENERAL INSURANCE CORPORATION LIMITED 


LOCAL GOVERNMENT GUARANTEE SOCIETY LIMITED 







MOTOR UNION INSURANCE COMPANY LIMITED 
NATIONAL PROVINCIAL INSURANCE COMPANY LIMITED 
STATE ASSURANCE COMPANY LIMITED 


UNITED BRITISH INSURANCE COMPANY LIMITED 


Enquiries will be welcomed at the Head Offices or Branches of any of these Companies. 
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total reserves plus a further amount depending upon the 
extent of the participating business on its books. For non- 
life funds, the main consideration is to keep a thick cushion 
of quick assets always ready to meet trouble ; the prompt 
payment by the London marine insurance market of its $134 
million share of the loss when the Andrea Doria sank last 
July underlines the need to keep the resources of non-life 
funds in readily marketable shape. 


a 


ESPITE the strain of another year of falling security 
prices—equities as well as gilt-edged fell by about 
g per cent and dollar bonds also depreciated—nearly all the 
offices were able to give an unqualified certificate on their 
balance sheets that their assets in the aggregate were fully 
of the value stated, though one or two had to fall back on 
disclosed investment reserves to cover the depreciation of 
market values. But the margin between book and market 
values must have been considerably narrowed, and the fat 
that is now left must depend mainly on the size of the stake 
in equities. For the composite offices with a considerable 
stake in the North American market there remains the 
benefit of the appreciation in sterling of their surplus dollar 
assets. And the counterpart to the difficulties caused by 
falling market values of securities is the further rise in the 
rate of interest earnings on life and annuity funds. It is not 
in the nature of actuaries to show enthusiasm ; but surely 
many of them must be feeling at least well satisfied about 
the rate of return on which currently accruing funds can 
be invested and about the overall yield on total assets. 


Family Income 
Insurance 


AVING for old age through the life offices has for some 
S time been changing its character. An increasing number 
of people contribute to pension schemes or can take out 
“Millard Tucker” deferred annuity policies; they have 
less need—and less ability—than in the past to take out 
endowment assurance policies. All-embracing State pen- 
sions could further reduce the demand for endowments 
(these, with whole life assurances, are still the backbone of 
the life offices’ business). But there is one contingency 
for which neither pension schemes nor the Welfare State 
adequately provide—protection for wives and dependent 
children against the financial consequences of premature 
death of the breadwinner. 

Policies that provide substantial life assurance cover in 
the early years with a relatively small benefit in later years 
are enjoying brisk demand. There is high cover while 


children are at school ; after they have grown up and the ~ 


“ income benefit ” has run off, a smaller basic policy remains. 
The result is a useful compromise between a wholly contin- 
gent insurance (for which there might be no return) and a 
more expensive contract that guarantees a sum assured (and 
bonuses, if any) at death or maturity. 

Table VII gives a fairly full catalogue of such policies. 
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TABLE Vil.—FAMILY INCOME BENEFIT 


Basis: An Annual Premium of £25* paid by a life aged 30 next birthday 
assurable at tabular rates. 

Benefit : An ‘“‘ Income Benefit *’ of £100 per annum payable from the 
date of death until the end of 20 years from the start of the assurance, 
plus an endowment assurance payable at the end of 35 years or at prior 
death. §. 


Endowment Assurance 











SE a ee 
in 
Sum Assured | Estd Premium 
Office | ___|Maturit at 
Proceeds} End of 
|Without, With | of With} 20 Years 
| Profits | Profits | Profits 
| \Policy (a 
(1) 3 (4 
Section A.t ton ae ee Cae oo 
POG o cacti ete tee gerceaecs 915 | 675 1,314 (b) 
i eat hee 875 | 637 | 1365 | 415 Oc 
Australian Mutual Provident.... | under | 803 1,292 310 4 
revision, 
COME 2 26 caaadhecdévedens 932 | 846 1,096 214 Wd 
Coteuial Feateehs 6 ccccctaccéce 879 | 658 1,237 415 0 
Confederation Life ..........++ 883 | 744 1,230 4 5 Oc 
Co-operative (h)....seeeseeees not 7iI 1,209 ah 2 
issued 
PE reer re ee 972 727 1,225 (b) 
NE 0 Saceceécncedsé etkae 964 694 1,597 310 Of 
Equity & Law..... pddanobensds 960 687 1,486 4 0 
GI Bs occ dchewncsceecs e 85! 623 1,114 5 210 
CNG 44 cc acatedécdciceea 1,017 697 1,306 218 11 
Law Union & Rock............ 908 647 1,220 400 
Life Association of Scotland .... 912 702 1,144 (b) 
London Assurance ..... aeakeas 916 635 1,339 4 6 0O6« 
Manufacturers Life .........+++ 912 801 1,102 310 3 
Marine & General..........+++ | 1,000 666 1,155 38 4 
National Mutual ............ aa 918 674 1,518 3 + 
National Mutual of Australasia. . 1,027 791 1,378 218 0 
. National Provident............ 871 672 1,319 5 Oc 
North British & Mercantile .... 742 547 1,066 715 10 
Northern .....ccccccccccccecs 954 670 | 1,139 314 6 
Norwich Union... ¢......e00. ‘ 954 717 1,244 as % 
Pet Gs odes ces Raudacennamunes 930 690 1,173 3 710 
Provident Assoc. of London (h) . 925 679 1,154 4 
a ee 882 676 1,149 319 10 
GUNN Ns oc kaddedt ctedacael 946 718 1,195 (b) 
Royal (also Liverpool & London 
OF WN 5 dae ennds ccacéic 874 640 1,144 420 
GU HCN Coc ics cccicnses 916 680 1,180 315 0 
Scottish Amicable............. 875 635 1,142 4 5 Od 
SO SIND a ca cecccccae 836 584 1,231 5 16 Se 
ST EMR Fn ccccdaedecees ea 909 664 1,198 317 6 
Scottish Mutual (General)...... 878 656 1,015 410 8e 
: a » (Temperance) .. 914 683 1,161 48 66 
SOOO VRRROWE 6 ccs ccccusses 839 5% 1,237 5 13 4e 
Wesleyan & General (h) ....... 1,004 728 | 1,136 (b) 
VOUS akc ccwkaccqcecdt acct Vie 709 1,267 300 
Section B.§ 
DN CG cchuct cowed es soune 881 676 1,173 211 3d 
GHD: ic iweccceces aeaees 960 665 1,224 215 Od 
Commercial Union...........- 980 | 695 1,408 (b) 
Friends’ Provident .......... .. | 1,048 728 1,535 (b) 
PRU G cbaaceusadhece esuesee 986 700 1,227 28 Id 
Scottish Provident ........ aseee 940 654 1,316 3 9 2 
Scottish Union & National ..... 994 703 1,220 217 éd 
Senmare EMG so cic Ph ewicccdecse 944 667g | 1,667g | 3 2 Td 
WL «40 6kn60bb0csacsheuca 1,002 714 1,214 (b) 
United Kingdom Provident. .... 1,039 701 1,502 (b) 


* The annual premium is reduced after 20 years by the majority of the offices. 
+ The sum assured and bonuses (if any) are paid at death. § If death occurs within 
20 years from the start of the assurance, bonuses (if any) are paid. Payment of the 
sum assured is, however, deferred until the end of the 20-year period except by 
the Beacon and United Kingdom Provident (which defer 75 per cent of the sum 
assured), the Standard Life (which defers 80 per cent of the sum assured) and the Sun 
Life (which defers £500). (a) These estimates depend upon future profits ; they are, 
in the main, based upon current bonuses. (b) Full premium payable throughout. 
(c) Reduction after 14 years. (d) Reduction for without profits policies : for with 
profits policies the reduction is slightly different. (e) Reduction after 15 years. 
(f) Reduction after 16 years. (g) Minimum policy : initial premium £25 I4s. Id. 
(h) Policies now being issued normally give unrestricted cover, except against war risk 
and/or aviation for men below age about 25. (h) Offices marked (h) restrict the cover 
at any age if death results from war or aviation. The prospectuses of the respective 
offices should be consulted for the scope of the cover provided. 
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The income benefit of £100 a year for a maximum of 
20 years that has been adopted can usually be varied within 
quite wide limits in relation to the basic sum assured and the 
period of the income benefit is also flexible. Some offices, 
however, maintain a fixed relation between income benefit 
and the basic sum assured ; among these are Britannic, Legal 
and General, London Life, Prudential and Sun Life of 
Canada. These offices have necessarily been excluded from 
the table which includes the figures for a representative, 
but not complete, list of leading British offices and Common- 
wealth offices with branches if this cowntry. Column (1) 
shows the sum assured, without profits, in addition to the 
£100 income benefit, by an annual premium of £25, and 
column (2) shows the similar sum under a with-profits 
policy. The forecasts in column (3) give projections of 
the maturity values of participating policies based mainly 
on current rates of bonus. Most of the offices quote such 
figures to prospective policyholders ; but all of them pro- 
perly emphasise that the amounts eventually paid out must 
depend on the future profitability of the business. 


OMPARISON of the benefits shown in the table is com- 
C plicated by differences in practice in charging for 
the income benefit and in payment of the basic sum assured 
when a policyholder dies during the income benefit period. 
Column (4) shows a considerable spread in the reduction of 
premium that most of the offices are prepared to make when 
the income benefit runs off. Some offices seem to have 
brought their premiums into line with current mortality, 
whereas others are charging on the basis of the present out 


Self-Employed 


ESS than a year has passed since the Finance Act 1956 
made it possible for self employed people to make pro- 
vision for their own pensions and get tax relief on their con- 
tributions. In that comparatively short time the life assur- 
ance industry has succeeded in devising contracts to provide 
every type of benefit permitted by the Act and has negotiated 
with the Inland Revenue to secure approval of policies and 
agreement on the interpretation of the various conditions 
that the Act imposes. Each type of standard contract has 
been submitted to the Inland Revenue and no deviation 
from it is permitted without reference to the Inland 
Revenue. For this reason, most offices contented themselves 
in the early stages with a few standard forms of policy 
and were unwilling to follow the variations of competitors. 
Today, however, most offices have a wide range of policies 
to offer so that what is not obtainable from one can be 
secured from another. 

Approval for a standard policy having been obtained, the 
assurance office can then issue, in advance of the policy, a 
Self Employed Premium Certificate (Form SEPC), 
giving details of the policyholder and the premium, and the 
approval reference number, which the self employed con- 
tributor can then produce to his Inspector of Taxes in 
support of his claim for tax relief. For yearly premium con- 
tracts the life office must advise the policyholder annually 
that he must retain his qualifying status ; at least once in 
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of date mortality table. No doubt reductions in rates will 
be made when the new standard mortality table now in 
preparation is published. 

Section A of table VII contains the majority of the 
offices that pay the whole of the basic sum assured with 
bonuses (if any) on death. Some offices, included in Section 
B, defer payment of the whole, or part, of the basic sum 
assured until the end of the income benefit period if the life 
assured dies earlier (bonuses are paid at death). These offices 
are thus able to allow a larger income benefit for a given 
premium than would otherwise be the case. But this arrange- 
ment has the disadvantage that a capital sum that would be 
very welcome to a widowed young woman might be far less 
useful to her in middle age. 

Yet after allowance for these technical points, and for the 
somewhat lower rate of premium that many offices charge 
for larger policies, considerable differences are revealed 
between the basic sums assured, without profits and with 
profits, and, still more, between the estimated proceeds of 
with-profit policies. As in earlier comparisons of life pre- 
miums and benefits made by The Economist, specialist life 
offices—the majority of which are mutual—show up well. 
Initial life assurance (payable over 20 years) of up to £3,048, 
and an ultimate return from more than one office (if current 
bonuses are maintained for 35 years, which may seem a 
large assumption to some people) of over £1,500 for a 
premium of £25 payable for twenty years, with usually a 
lower premium thereafter, is surely good value for money 
by any standard. Family income assurance is made still 
more attractive by the income tax rebate, at present norm- 
ally 17 per cent of premiums. 


Pensions Begin 


three years he must complete a formal declaration that 
he is qualified, failing which no more premiums may be 
accepted. 

To qualify for tax relief, premiums must not exceed 10 
per cent of net relevant earnings with a top limit of £750, 
but late entrants born before 1916 are allowed an increased 
percentage on a sliding scale, with a maximum of 15 per cent 
and a top limit of £1,125 for those born in 1907 or earlier. 
The late entrants’ allowance goes by date of birth, not by 
age ; only those over 40 at the time when the Act was 
passed are catered for and those born after 1915 can never 
qualify for an allowance bigger than Io per cent of net earn- 
ings or £750. Moreover, if any benefit, however small, is 
retained from membership of a pension scheme in a previous 
employment, the late entrant’s allowance is lost. But if such 
benefits have been surrendered, all is well ; where possible, 
therefore, people in such a situation have surrendered any 
small paid-up rights they might have to become eligible for 
a late entrant’s allowance. Having been a member of the 
staff before becoming a partner ranks as previous employ- 
ment in the eyes of the Inland Revenue. 

If any amount is disallowed for tax relief because it is in 
excess of the maximum percentage of net relevant earnings, 
it can be carried forward to a subsequent year. But there 
is an important limitation on the amount that may be so 
carried forward ; it must not exceed, for a person born 
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THE 


SCOTTISH PROVIDENT 


INSTITUTION 


TRUST POLICY 


gives advantages similar to the 
Married Women’s Property Acts 
for : 
Grandchildren, Godchildren and others 
Full particulars can be had from 


6 ST. ANDREW SQUARE, 
EDINBURGH, 2 


or any of the Institution’s Branches 


Funds exceed £41,000,000 


ATLAS. 
ASSURANCE 


COMPANY LIMITED 


ESTABLISHED 1808. 


INSURANCE BUSINESS OF 
EVERY KIND TRANSACTED 


THE COMPANY ALSO ACTS 
AS EXECUTOR & TRUSTEE 


“Let Atlas carry the burden”’ 


HEAD OFFICE: 
92, CHEAPSIDE, LONDON, E.C.2. 


For all classes of Insurance 


You'll be on good terms with 


NORTHERN 


ASSURANCE 


COMPANY LIMITED 


3 


Head Offices : 
LONDON : | Moorgate “3 
ABERDEEN : 1 Union Terrace “®. 


Branch Offices 
throughout the United 
Kingdom and overseas 


Founded 1836 + Group Assets exceed £75,000,000 


“Not insured! If I were you I should see the man 
F) from the Prudential. You'll find the 
local office in the telephone book.” 


NA, \ Ask the Man from the 
PRUDENTIAL 
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accordance with the sliding scale. Any “carry forward” 
in excess of these limits is disallowed and lost for ever. Ifa 
premium or part of a premium is disallowed, there are two 
hazards. Not only is the tax relief lost but the pension 
secured by’the disallowed premium also ranks as unearned 
income ; hence the contributor has to watch the limits very 
carefully. 


HERE was a rush to pay premiums before thé end of the 
financial year in April, but the Act specifically allows a 
premium paid in 1957-58 to be treated as though paid in 
1956-57 and thus the opportunity for securing tax relief in 
respect of last year is not yet lost. To secure the benefit of 
this concession, together with tax relief in respect of 1957-58, 
the contributor has to pay two premiums in the current year. 
The carry-back provisions only operate for 1957-58, 
though this limitation is eased in the case of income tax 
assessments that are made late, so that extra premiums can 
be paid proportionate to the extra assessment. 

The Act permitted privately administered trust schemes 
to be set up by bodies representing “a substantial propor- 
tion of those engaged in a particular occupation,” but so 
far there seem to have been few developments on these lines. 
Perhaps the absence of ar employer to make good any 
possible deficiency: is one explanation of this reluctance ; the 
legal and accountancy professions—which many would con- 
sider best placed’ among the professions to run their own 
schemes if they were minded to do so—have in fact set up 
schemes which are underwritten by groups of assurance 
offices. Reluctance to develop 
private funds partly testifies 
to the wide variety of con- 
tracts obtainable through in- 
surance. Those who do not 


A DOZEN FACTS ON SELF-EMPLOYED PENSIONS has 
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after 1915, £750 less the amount on which relief is actually 
given, though for the late entrant the £750 is increased in 


ant, if death occurs before the pension starts to be drawn. 

Those who wish to hedge their pension arrangements 
against inflation are likely to be offered increasing oppor- 
tunities of doing so. For some months it has been possible 
to obtain from the London and Manchester a retirement 
policy expressed not as a stated cash sum, but as a stated 
number of Investment-Trust Units. This gives a pre- 
dominant equity character to the underlying investment, 
but the sponsors recognise that the number of policies that 
can be issued is bound to be limited by the character of 
the market in investment trust stocks. Within the past 
fortnight, Pension Fund Investment Managers (associated 
with the M and G unit trust group) have offered two trust 
units, one based on fixed-interest securities and the other 
on equities, which will be available for investment by the 
managers of any self-administered pension fund. It would 
not be surprising if other schemes more or less directly 
geared to equity investment were to make their appearance 


. in the course of time. 


© far the bulk of the self-employed pension business has 
S come from the late entrants in the older age groups 
and particularly from the high surtax payers—which is 
hardly surprising in view of the substantial relief they gain. 
It seems likely that the continuing appeal will be to 
the well-established man who can afford provision for 
retirement—and strictly for retirement only, for once the 
premiums are paid he cannot surrender the policy for cash 
at any time, or lodge it to secure a loan if times become 
difficult for him. 

Although employees in non-pensionable employment 
can also effect policies and 
secure corresponding tax 
relief, no great demand 
yet been seen from 





wish to commit themselves 
to an annual payment may 
take out a series of “ single 
premium” - policies, each 
buying a “ parcel” of pen- 
sion ; alternatively, those who 
wish can effect an annual 
premium contract for the 
amount they feel is_reason- 
able which they can then 
supplement by single pre- 
miums in years when their 
income is buoyant. 

They have, too, the choice 
of guaranteed non - profit 
policies or of - with-profit 
policies, the benefits of which 
depend on the profits earned 
by the participating fund. 
To provide for dependants, a 
pensioner can take a joint 
life annuity option at retire- 
ment ; and it is possible to 
arrange for a return of pre- 
miums with or without in- 
terest according to’ selection 
at the outset, or for a rever- 
sionary annuity for a depend- 





To qualify you must be self-employed or in non-pensionable 
employment. ‘‘ Two-job’’ men, with one job pensionable, can 
participate in respect of their non-pensionable employment, but 
only in respect of non-pensionable income. 


Directors of Investment Companies do not qualify. 


Premiums or contributions qualifying for tax relief must not 
exceed 10 per cent of net relevant earnings—roughly speaking, 
earned income less any deductions allowed for tax which cannot 
be set off against any other income—with a maximum of £750. 
Those born before 1916 are allowed a larger percentage on a sliding 
scale, with a maximum of 15 per cent and a top limit of £1,125 if 
born before 1908. 


Relief is afforded by deducting the qualifying premium paid from 
earned income before it is assessed 
ets relief of income tax and surtax at the highest rate he pays, 
ut perhaps at the expense of some earned income relief. 


The premiums are accumulated at interest, free of tax, to 
produce a pension which is taxable as earned income. 


The pension can start any time between age 60 and 70, and 
payment of pension can be guaranteed for a period not exceeding 
ten years and life thereafter. 


Pensions can start before age 60 only on the grounds of incapa- 
city through ill-health or if it is customary in the occupation to 
retire earlier. 


lf you die before you start to draw the pension, either the 
premiums are returned in cash (without deduction of tax) or your 
wife or other dependant may draw an annuity. 


At retirement age you can elect to take a lower pension which 
will continue to your wife or other dependant if you die first. 


A widow’s or dependant’s annuity may not exceed the amount 
of your own pension. 


You need not actually retire before you start to draw your 
pension. 


At no time can you. withdraw your contributions by taking a 
cash surrender value, nor can you pledge them as security for a loan. 





for tax; so the contributor. 


them; most of them are 
probably too old to be 
able to make any adequate 
provision or are hoping that 
pension schemes will be set 
up by their employers (or 
perhaps by the State ?) at 
some future time. 

The new arrangements 
allow premiums paid as a 
charge against the contribu- 
tor’s income for tax relief ; 
the build-up of contributions 
is free of tax; and the 
ultimate pension is’ taxable 
as earned income. Other 
methods of saving may better 
suit the circumstances of 
some individuals ; but pro- 
fessional men in partnership, 
in particular, should in time 
be freed from many of the 
difficulties that have impeded 
them since the war in meet- 
ing their own problems of 
retirement and of replacing 
their colleagues in partner- 
ship as they reach retire- 
ment age. 
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Hard Times for Underwriters 


NDERWRITERS were not sorry to see the end of 1956. 

Three-quarters of the leading companies whose 
accounts are analysed in table VIII showed a net under- 
writing loss from fire, accident and marine insurance. The 
twenty offices received record general branch premiums of 
£581.7 million ; after providing for underwriting commit- 
ments, managements expenses and taxation, their deficit on 
trading (before crediting interest income) was £5.4 million. 
But eleven out of the twenty paid higher dividends than in 
1955, and there was not a single reduction. Interest earnings 
on the fast rising general funds were, in the aggregate, suffi- 
cient to cover underwriting losses and dividends with some- 
thing to spare. Those companies that over-distributed could 
well afford to do so without impairing the massive backing 
of their policies. Detailed comparisons of the trading ex- 
perience, interest earnings, dividends, and current share 
prices and yields of these twenty offices will be found in 
table VI on page 4. 

For many decades neither inflation nor catastrophe by 
land, sea or air, managed to wipe out underwriting profits 
as they did in 1956. Year in and year out, the combined 
accounts of the leading insurance companies showed a net 
surplus. Why, then, did British insurers, with all their 
expertise and world-wide spreading of their risks, run into 
the red last year? For once profits on the swings were too 
small to offset the losses on the roundabouts that are 
unavoidable in the insurance business. Marine departments 
made their usual contribution to profit and loss accounts ; 
despite the repeated warnings by insurance chairmen that 
marine premium rates are uneconomic, the twenty com- 
panies included in table VIII transferred £4.1 million in 
1956, exactly the same as the average for the past five years. 
Fire insurance profits were sharply reduced last year, but 
they sufficed, as table X shows, to cover the deficit on 
accident business. But the remaining balance was a meagre 
one. When overhead expenses (including the considerable 
cost of pensions) and taxation had been met, the majority of 
companies showed a loss on the year’s trading. 

Insurers are used to taking one year with another. Never- 
theless tables VIII, IX and X suggest that their experience 
in 1956 was rather more adverse than would have been 
expected: Similar tables included in this survey each year 
since 1925 (except for the war and immediate postwar 


TABLE Vill.—PREMIUMS, PROFITS, INTEREST AND 
DIVIDENDS—20 OFFICES 


Underwriting 


7 tnterest Earnings 
ofits 


and Dividends 


Premium 
Income* 


Net Net 
Interest | Ordinary 
Earnings | Dividends 


c d | 
| 7,309,827 | 
| , | 8,080,054 | 
.. | 472,782,902 106,610 | 9,475,169) 

- |$00,208,071) 4,160,543 | 0-8 | 16,080,366 | 10,540,976 | 
. | 581,742,981 pa —0-9 17,984,229 | 11,173,139) 


| 
i 


ic 
| 441,391,253 
456,715,677 





* Excluding life, annuity and capital redemption business. 


é 


period) show that the net underwriting profit from general 
insurance earned mainly by the same offices as those 
included this year ranged from £8.0 million on a premium 
income of £302.5 million in 1949 to £1.3 million on a 
premium income of £106.9 million in 1932. 


NFLATION, as intractable a problem for insurers as it is 

for everyone else, must have played a major part in 
last year’s losses. In an inflationary climate, the cost of 
claims runs ahead of the increased premium income from 
higher insured values ; rising personal incomes push up 
the compensation claims for bodily injury ; repair bills for 
motor and other classes of insurance rise with no apparent 
check. Yet in 1951, when prices soared because of the 
Korean war, net underwriting profits of the twenty offices 
were £3.0 million. 

Apart from the collision between the Andrea Doria and 
the Stockholm in July last year, which cost the London 
marine market (including Lloyd’s underwriters) $133 mil- 
lion for the loss of the first ship and £1 million for the 
repair of the second, there was no really serious catastrophe 
in 1956. But this heavy loss was not reflected in last year’s 
marine department transfers to profit and loss account ; 
these represented the outcome of insurances effected in 
1954, whereas this collision will affect the marine transfers 
in future. What hit insurers so hard was an all-round 
deterioration in claims experience in all the countries where 
they operate. 

Motor insurance, which accounts for more than half of 
accident business is at best barely profitable ; at worse it 
imposes a serious drain on the profits from other business. 
In 1956 motor claims went from bad to worse, and pushed 
accident underwriting into the red. Ever increasing traffic 
densities, with a concomitant rise in accident rates, are 
common to all thickly populated regions where British 
insurers do business. The cost of quite minor repairs is 
nowadays heavy and recent trends in car design, though 
they may make for lower original cost, certainly make for 
higher repair bills. Compensation for death and injury on 
the road is continually rising. Whether the sharp increase 
in home premium rates that came into force this month 


TABLE 1X.—UNITED STATES BUSINESS OF BRITISH INSURANCE 
COMPANIES AND THEIR AMERICAN SUBSIDIARIES 
$000 


Branch 


Total a remittances 
Premium | Underwriting} Investment and 


Income Profits Earnings* | subsidiaries’ 
dividends 


625,663 
654,223 
651,415 
662,429 
700,076 


14,149 
21,970 


31,062 
33,234 
36,025 
37,930 
40,362 


14,088 
14,650 
15,104 
18,042 
16,393 


* Gross interest dividends and rents less investment expenses. 
Source : Best's Insurance Guide. 
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From Strength to Strength 


Face the future 


1956—The Sun Life of Canada’s 
net Life Assurances now in force 
exceed 


£2,158,000,000 


SUN LIFE ASSURANCE 
COMPANY OF CANADA 


(Incorporated in Canada in 1865 by Act 
of Parliament as a Limited Company) 












For more than ninety years the Pearl Assurance Company 
has been rendering a valuable and personal insurance service 
to millions of families in their homes. 

During this time our business has steadily grown so that 
today we are transacting insurance in most parts of the 
world. This progress has been achieved by a continuous study 
of the everchanging needs of those whom we insure, and 
our Life, Fire and Accident Branches are at YOUR service, 





















M. Macaulay (General Manager for Great Britain and Ireland) 


141, SUN OF CANADA HOUSE 
COCKSPUR STREET, LONDON, S.W.1 






CHIEF OFFICES: HIGH HOLBORN, LONDON, W.C.1 


Share in Prosperity 
with 








GUARDIAN 


ASSURANCE 
COMPANY LIMITED 


(Established 1821) 
PERSONAL RETIREMENT 
ARRANGEMENTS 
FOR THE 
SELF-EMPLOYED 
CONTROLLING DIRECTORS 
AND THOSE IN 
NON-PENSIONABLE EMPLOYMENT 


ON ATTRACTIVE TERMS. 











INVESTMENT-TRUST-UNITS 


If you believe in the future, there are few better ways of 
sharing in it than by a purchase of these Units. 





























Every £100 of capital invested ten years ago in 





Investment - Trust- Units has a cash value now of 





approximately £280, while income has_ increased 
over three-and a half times. 
Offer price 3rd Fuly 21/- Commencing gross yield £4-3-3% 


The descriptive folders ‘ Putting it Simply’ and ‘ Investment-Trust- 
Units’ may be freely obtained from 


THE MANAGERS: 


Bank Insurance 
‘) Trust Corporation 


LIMITED 
29/30 Cornhill, London, E.C.3 
























The Company offers an excellent 
advisory service. 











Head Office: 68 King William Street 
London, E.C.4._MiNcing Lane 2555. 






Trustees and Bankers: LLOYDS BANK LIMITED 


BRITISH INSURANCE 


COMMERCIAL 
UNION . 
GROUP 


A WORLD-WIDE ORGANISATION . 
OFFERING FACILITIES FOR 


INSURANCES OF EVERY DESCRIPTION 


COMMERCIAL UNION 
ASSURANCE COMPANY LTD 


UNION ASSURANCE 
SOCIETY LTD 


OCEAN ACCIDENT AND 
GUARANTEE CORPN. LTD 


BRITISH GENERAL 
INSURANCE COMPANY LTD 


PALATINE INSURANCE 
COMPANY LTD 


EDINBURGH ASSURANCE 
COMPANY LTD 


NATIONAL INSURANCE 
COMPANY OF GREAT BRITAIN LTD 


WEST OF SCOTLAND 
INSURANCE OFFICE LTD 


BRITISH AND EUROPEAN 
INSURANCE COMPANY LTD 


AVIATION 
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FIRE 
LIFE 
PENSIONS 
ACCIDENT 
MARINE 


The Sign of Security 


But first.... 
try 
THE 
“SCOTTISH UNION” 


London Office : 
Scottish Union House, 25 Bucklersbury, E.C.4 


Head Office : 
35 St. Andrew Square, Edinburgh, 2 


Before seizing the 


OPPORTUNITY 


of buying a pension within the scope of the 
concessions allowed by the Finance Act, 1956 


Professional men and 
Company Directors should study the 


INVESTMENT TRUST 
RETIREMENT ANNUITY 


This is an entirely new form of annuity under which 
both premium and annuity depend on the price of 
Investment-Trust-Units at the time of payment. 
The annuity is based on the same underlying prin- 
ciples as those adopted by a large American edu- 
cational retirement fund where no less than nine- 
tenths of those eligible are availing themselves to the 


full of these “* new style ” benefits. © 


Issued by the 
LONDON AND MANCHESTER 
Assurance Company Limited 
Finsbury Square, London, E.C.2. 





THE ECONOMIST JULY 13, 1957, BRITISH INSURANCE 
TABLE X.—FIRE AND ACCIDENT SUMMARY 


Fire Accident and Miscellaneous 
1955 1956 1953 1954 1955 | 1956 
Amount| % Amount % mount] % /Amoune % \Amount| % Os % 


| £000's C000) £000's | £000’s | | £000’s | 
GND -;.. cb hcdianntocteue . . 46-9 (113,343 -O 1139,758| 55-6 |148,880| 55-8 (164,358) 57-2 |204,863 
CoMmmMeION ccs es cescekes ° ° 43,754) 22-2 | 52,258 . 45,034| 17-9 | 47,611) 17-8 | 51,120) 17-8 | 60,256 
Expenses and overseas taxes ° ° 46,109 | 23-4 | 52,263 : 46,938| 18-7 | 51,045; 19-4 | 55,503} 19-3 | 64,297 
Increase in reserve for un- 
expired risk 2 cccsccds : 346 3,470| 1°7 | 5,262 : 8,593} 3-4] 5597) 2-1 7,996; 2-8] 11,344 
PUGNE ccocscccaéedesoaNts . : 11,459; 5-8 3,553 . 10,918 | 4-4 13,774) 5-2 8,232 | 2°9 |—2,662 


Premiums. ............00. 287,209 100-0 338,111 100-0 


TABLE XI.—UNDERWRITING EXPERIENCE OF 24 OFFICES 


Fire Insurance, 1955-56 Accident and Miscellaneous Insurance, 1955-56 


Company and Year i Ratio Fund Ratio Fund 
Premiums; Claims 2 4) | at end of Premums| Clams ( Profit (10) jat end of 
to (1) | Year (a) | to (7) Year (a) 


{ 


Ss | £6) Gg -i @ | (10) | «ity (12) 


£000’s | £000’s | £000’s | £000’s 
2,725 3,171 1 3,150 
2.918 3,632 3'530 
3,495 1,758 1'206 
3,506 1/862 1,325 
2,101 2.412 1633 
994 2.675 1,701 
1,888 1,068 1,727 
1943 1,196 


20,960 
21,483 
1,297 
1,356 
1,968 


2135 
2'557 
3,063 


2 


PEM i iieetites 
DUE Satccccccsvecvesees 
COI s ccriccencdesds 


COMUY. 620 cicdessccwers 


| 
Bwana wonwoas 


OPN AWADO 
~A—=—PEOoWw BWASCBO—KNY BWHOAUNWO 


——N—Naonn 


Commercial Union 
COGBOTERIGS 05.0600 66600 


GHG SOP ciccccccevncness 


UeNWRAOoOwW OOONW 


Employers’ Liability ...... 


General Accident 
GOMCIAR ccs cccvcescdses 
Legal & General .. 


London Assurance........ 


London & Lancashire ..... 
North British & Mercantile 


Northern .cccceose Swstwan 


UeN=——WAO ANUUWMOAON WW —OONW SOO TwNN@ 


HKAARDOOHR AUUHHAOUWO BOUWOUIN 
D YOK OLHOOO DWOANO——@ NWUNROOSD TDHYWOB—-OO ABDNO—WUH- 


Norwich Union.........- 


@Nm WhON—N—W 


Prudential 





Royal (including Liverpool 
& London & Globe) (b).. 


—WUnoOwDn~— 


Royal Exchange ... 


Scottish Union & National. 


ee ee ettictiat oes 


A=UYMBWUNS NAwenw 


BLSAUBRS SAAACSZS PAAATSES SRSRARGS |sodsdsrzs cavausay 
O-OShWOde WRANOUNKY BOURBON ONY 


HOBWONHW NOGUONOW SNAWH-UH OHO—UA—wY NIWOeH-Oo- 


Yorkshire ..... bitndirawe 


197,282 
aseeaener ad 26.909 


NWAW—- DAO NAD—LDAN 


| 


|= 353 |= 
124,592 | 287,209 | 164,358 | 57:2 8,232 
150,669 | 338,111 204,863 | 60-6 | 2,662 — 


! | 


(a) Reserves for unexpired risks, estimated liability under outstanding accident and disability claims and.additional departmental reserves (where maintained). (b) In 
1956 figures relating to the Royal’s large American and Canadian business were converted at $2.80 to the é instead of $4.86 to the € in earlier years. 


139,423 
160,737 


3 

0 
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3 
5- 
4: 
0: 
5: 
2- 
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will do more than eliminate losses remains to be seen. Rate 
increases have been made or are in train abroad. But even at 
best no one in the business dares to hope for more than a 
modest profit from motor insurance. 

Substantial amounts are paid by insurers at home and 
overseas for damage due to natural causes. The excep- 
tional frost of February 1956, found out the weaknesses of 
British plumbing, and made its mark on home fire results. 
On the other hand, major hurricanes in North America, 
which cost insurers dearly in 1954, and, to a lesser extent, 
in 1955, spared them last year. 


F there is one adverse feature of last year’s trading that 
I can be singled out from the others it is experience in 
North America, where British insurers maintain such an 
important business. Table IX shows how badly they fared 
in the United States. Some had their worst experience there 
since 1906, the year of the San Francisco earthquake. Even 
after crediting substantial interest earnings, dividends from 
American subsidiaries and remittances home by branches 
were short-earned in many cases. 

Non-life insurance in the United States is in process of 
change. Until recently, fire insurance companies were not 
allowed to transact casualty (accident) insurance and vice 
versa ; but now multiple-line insurance is allowed. For this 
reason, and because American cut-rate companies selling 
cover direct to policyholders instead of through the estab- 
lished agency system have entered the field, fierce competi- 
tion is having a depressing effect on premium rates, an 
inflating effect upon the provision of cover without fully- 
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compensating rate increases and is pushing up expense 
ratios. Profit margins were also seriously-affected last year 
by the jump in American fire wastage from $885 million to 
$989 million and by a sharp rise in motor insurance claims. 
These heavier claims fell, moreover, on premiums that had 
been shaded downwards as a result of the fairly satisfactory 
experience in previous years. 

Fire and casualty rate increases are being pressed for in 
America. They have to be approved by the Insurance Super- 
intendents of the different states and, on past experience, 
they will come through tardily and are likely to be scaled 
down. But a substantial rise in motor premium rates has 
been authorised in California and smaller increases are in 
sight in a number of other states. Worthwhile relief to 
underwriting accounts is unlikely until next year, but sooner 
or later the serious gap between premiums and outgoings 
ir the United States should be corrected. If really cut-throat 
competition threatens in America and Canada, British 
insurers ought to be as well placed as any to hold their 
own. 

It is more than usually difficult to guess the outturn of 
this year’s general underwriting. The tide is still running 
against insurers on both sides of the Atlantic, but-it would 
be surprising if they were to fare quite as badly this year as 
they did in 1956. Next year, excluding always any major 
catastrophes and provided that inflation confines itself within 
tolerable bounds, underwriting profits should be getting 
back towards normal. That would be much to the relief 
of insurance managements who are anxious to build up 
their reserves to back their untested new commitments 
in the fields of nuclear power. 


The Insurance Broker’s Place 


BY A CORRESPONDENT 


A correspondent with long experience of 

the insurance market makes some guesses 
at the business that the broker brings in and 
describes his part in creating new 

forms of insurance 


HE term “insurance broker” cannot be accurately 

defined. At its widest it embraces at one end indi- 
viduals who: have nothing but a brass plate and an agency 
for one insurance company ; and at the other, big limited 
companies with staffs running well into four figures, com- 
panies which control millions of money and build “ con- 
summate palaces of metal or of masonry.” Perhaps the 
nearest we can get to a definition is to say that a man is not 
a broker who passes all his risks to one or two companies, 
but becomes a broker when he “ shows” his risks before 
placing them. His life is in general not an easy one. It 
was accurately described by an old broker 150 years ago as 
“Jabour, agitation of mind, pairiful to a dégree. If men 
got their twenty or thirty thousand a year the trouble is 
not too great for the compensation they receive.” The 
men who attain to those figures are still in a minority. 


As an element in the British insurance market how 
important is the broker ? Presumably his clients think 
reasonably well of him, or he would not have continued in 
business for four hundred years But does he contribute 
much or anything to the running of the machine ? Perhaps 
the best way to answer that question is to look at him from 
two points of view. First, what proportion does he handle 
of the insurances placed in Britain ? Secondly, what has 
he done to develop and widen the field of insurance in this 
country ? 


T is clearly impossible to reach an accurate figure of the 
I premium income that goes through the brokers’ hands, 
but thanks to the official publication of the British companies 
and Lloyd’s premium figures we can (for everything except 
life) make a guess that may be instructive without claiming 
to be accurate. We start with Lloyd’s premiums because 
all of these come in via the broker and the figures (subject 
to certain adjustments for brokerage) must be exact. In 
the year 1952 (closed in 1954) Lloyd’s underwriters (apart 


' from a trifling amount in life premiums) had a premium 


income after deduction of brokerage of £218 million. Add 
an estimated figure for brokerage and discount, and you 
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Yorkshire for.. 


Everything ! 





For Cheese and Chocolate. Cliffs and Coal. 
Dales and Dialect. Farms and Foundries. 
Horses, Hounds and Ham. Ministers and Mills. 
Moors and Monasteries. Pennines and Pudding. 
Potholes and Parkin. Wolds and Woollens. 
- (Not forgetting a little Cricket). Everything 
indeed, and all of the best. 


including f 


YORKSHIRE 
INSURANCE 


THE YORKSHIRE INSURANCE COMPANY LTD 
Chief Offices: St. Helen’s Square. York. 66/67 Cornhill, London. E.C.3 








if you want— 


SELF-EMPLOYED PENSIONS 
RATED to be the best 


you must consider— 


PROVIDENT OF LONDON DEFERRED ANNUITIES 


Pensions for the self-employed. Premiums and 4% interest returned on 
earlier death. 


PROVIDENT OF LONDON PENSION ASSURANCE 


UNITS Pensions for the self-employed with a substantial cash benefit 
on earlier death. The death benefit may be used to secure a widow’s 
pension. 


PROVIDENT OF LONDON JOINT PENSION POLICY 


Pensions for the self-employed with widows’ pensions on death at any time. 


Under all these schemes, pension premiums qualify as a full deduction from 
taxable income for income tax and surtax purposes, while the death benefit 
portion of the premium for Pension Assurance Units qualifies as a normal 
Life Assurance deduction. 





PROVIDENT HOUSE, 246 BISHOPSGATE, LONOON, E.C.2 
BIShopsgate 5786 


ENQUIRIES INVITED FROM INSURANCE BROKERS 
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rotection 


The desire for protection is as strong in man now as 
it was in the primitive beginnings of time. But today, 
man can have the added protection of Life Assurance 
to safeguard his security. In this way, the unknown 
future can be faced with confidence. 

Whether you need the protection of Life Assur- 
ance for yourself or others, you’ll find it a good idea 
to contact a Scottish Mutual representative first. 
Write to: 


The Scottish Mutual 


Assurance Society 


HEAD OFFICE: 109, ST. ViNCENT STREET, GLASGOW, C.2 
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ALL CLASSES of INSURANCE 


Roual London 


MUTUAL INSURANCE SOCIETY LTD 


‘Head Offfice: 
ROYAL LONDON HOUSE, FINSBURY SQUARE 
LONDON, E.C.2 


Founded 186! Assets Exceed £130,000,000 


4 alt me eee tee *.ermtior, WN we eee 
- 


. A. Have you seen the Pension Plus policy for 
pensions for the Self Employed? 
. B. No. Is there anything special about it? 


. A. Oh yes! It has many options, one of which 
is a variable premium. You ought to get the 
Wesleyan and General to send you details. 


To WESLEYAN & GENERAL 


ASSURANCE SOCIETY, 
STEELHOUSE LANE. BIRMINGHAM 4 
Please supply me with details of the PENSION PLUS policy. 
ia cdiicitilniitiaaiiis Date of Birth... 
IE iidipiisca cians 


The North British Group 


caters for all Insurance needs 


Enquiries will be 
welcomed by ... NORTH BRITISH & MERCANTILE 
INSURANCE COMPANY LIMITED 
61 Threadneedle St., London, E.C.2 
or its Associated 


+ 
Offices... THE FINE ART & GENERAL 


INSURANCE COMPANY LIMITED 
64 Cornhill, London, E.C.3 
* 


THE OCEAN MARINE 
INSURANCE COMPANY LIMITED 
37 Lime Street, London, E.C.3 
« 

RAILWAY PASSENGERS 

ASSURANCE COMPANY 

64 Cornhill, London, E.C.3 

+ 


Over a Century of Insurance Service 


te 


UNITED © 
FRIENDLY 


INSURANCE COMPANY, LTD. 


LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
HOUSE PURCHASE, 
ENDOWMENTS, Etc., Etc. 


R. C. BALDING, 


Managing Director. 


42 Southwark Bridge Road, 
London, S.E. 
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get a gross total of £258 million. That can safely be attri- 
buted to the brokers of Great Britain. 

When we come to the British companies’ figures there 
are many more difficulties, because we do not know either 
how much of the companies’ business was written in this 
country, or what proportion of it came to them through 
brokers.. We can guess. We can estimate. ‘But we can 
never know. Outside their life departments the British 
companies took (according to the last Board of Trade re- 
turns) £587 million in premiums. But that figure has to 
be adjusted to allow for the accountancy methods of the 
marine departments; and making the necessary adjust- 
ments, as best we may, the grand total comes out at 
almost exactly {600 million—by any standards an 
impressive sum. 

But for our present purpose we are concerned only with 
premiums received in this country ; and the special glory 
of British offices—the achievement for which British in- 
dustry and finance owes most to them—is their success in 
foreign lands where in less than a century and a half they 
shave built up the finest insurance connection in history. 
How much they take from abroad is not known ; but it is 
commonly believed to be not less than 70 per cent of their 
whole premium income. If that assumption is correct the 
premiums paid to the offices in this country cannot be more 
than {£180 million a -year. 

This brings us to the most difficult point in our guessing 
game. Of that £180 million how much reaches the offices 
via brekers ? Fifty years ago the proportion was probably 
much less than it is now, for the -balance has lately been 
tilting in the brokers’ favour. Companies have been founded 
like the Excess Insurance Company (which has an income 
ef over £2 million) that accept premiums only through 
brekers ; and the volume of premium that changes hands 
between companies under reinsurance treaties must be 
‘very large indeed. But cautiously and tentatively the sug- 
gestion might be hazarded that between {£60 million and 
£70 millien a year reach the offices in Britain through the 
ageney of firms that can accurately be called insurance 
brekers. Add that {£60 million to the £258 million at 


Lieyd’s and one gets £318 million as the brokers’ share of 
the whole business done in Britain. That would mean (if 
these shots are anywhere near the mark) that brokers in this 
country handle about 70 per cent of the insurance business 
—apart from life assurance—that is placed every year in 
this country. 





TABLE XIiIl.—INDUSTRIAL LIFE ASSURANCE, 1955-1956 
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OMING now to the second question of the broker’s part 
. in developing and widening the field of insurance, we 
get away from arithmetical speculations, but can achieve a 
greater measure of certainty. There can be no doubt that 
the broker, though his main purpose in life seems to be the 
reduction of rates, has done very great service both to the 
industry and to the commerciat public. The most striking 
feature in the history of insurance in the past century has 
been the invention of new forms of policy, designed to meet 
the changing needs of industry and trade. The names of 
these new policies come tripping off the tongue. Loss of 
profits, burglary, jewellery, all risks, employers’ liability, 
householders’ comprehensive, balancing charges, libel, pro- 
fessional third party, storm damage—all have been begotten 
and born in the last hundred years. Some of them have been 
practically imposed on the insurance industry by legislation, 
but most of them have been originated in the restless minds 
of brokers anxious to extend their turnover, and catching 
at any suggestion from a client of some new form of policy 
that he thinks might cover a danger spot in the organisation 
of his trade. 

But why give the credit to the breker ? Could not the 
work have been done just as well by a company’s representa- 
tive, no whit less anxious than the broker to get more busi- 
ness On to his books ? The answer is that in this respect the 
breker is a hundred times better placed than the company 
man—not because he is more enterprising, but because he 
has a wider market. The company man catches at the 
inquiry and takes it to the only place he can take it—his 
manager’s office ; and if the manager turns the suggestion 
down, his bolt is shot. He has nowhere else to go. The 
broker, on the other hand, has the whole market at his dis- 
posal. If A turns him down he goes straight off to B and 
then to C, D and E ; and before he reaches the end of the 
alphabet the odds are that he will have got someone inter- 
ested. Without the peripatetic broker, foraging round and 
picking up new ideas, it is difficult to believe that the great 
development of the past eighty years would have been 
possible. ! 

There is one other point that may be mentioned in con- 
nection with the brokers’-work. Properly used, brokers can 
save a company considerable expense ; and recently com- 
panies have been started which (like the Excess) confine 
their account to brokers. The low expense ratio of the 
Excess may indicate that these newcomers are influenced 
by the possibility of getting business more economically than 
they could collect it by other methods. 


















Fund at Premium Net New Sums Expense Net Yield per cent 
End of Year Income Assured Ratio on Funds 

. 1955 1956 1955 1956 1955 1956 1955 1956 1955 | 1956 

£ mn, £ mn. £ mn. £ mn. £ mn. is. d. «a ¢& 

DD dat scutsccicdnscégiossndeees 53-1 56-4 8-2 8-6 12-7 441 3 415 2 
I iccasectachenercscoenedeed 92-5 100-8 21-1 22-3 48-0 415 6 5 01} 
GN II cc dcacccesectiacaeea’s 167-4 113-6 15-6 16-0 32-0 4311 451 
London & Manchester ......cccccccccces 23-9 25-4 3-5 3-7 6-1 - 8 ae 
Parke ogideens eiladedeeeises det 119-7 “} 128-7 17-3 18-7 30-2 § i 3 5 33 
SN  cédbntsccctacecdnneaddadeas 407-2 421-7 47-5 49-9 86-3 411i 2 416 1 
ee Pie avid ince Rada ENCE CE 63-5 64-6 10-0 10-3 17-2 416 6 § @2 
CS ca ciecsccrkdvennadssuadeds 58-8 61-4 8-4 8-6 15-2 410 43 7 
Ramertacten Pietual... ccc cccccccccces 79-7 84-9 9-6 9-9 17-3 418 7 418 9 
Whesteyan & General .....ccccccccccccce 16-2 16-7 2°4 2:4 3°5 412 1 413 2 
CN es Bik disttnsaicacie #,022-0 | 1,074-2 | Mee] tame | 268-5 413 40} 415 100 





(a) Averages. , 
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How High is Highest? 


To attempt the heights and savour the triumph of reaching the top 

is a challenge that is always present. But, at the moment of conquest, we 

invariably discover yet another summit looming above us. This 

continuous climbing to find the highest peak is the essence of 

success. It is the spirit which has guided the Legal & General to 

such anhigh position in the Assurance world. 

The Society has consistently maintained a good bonus record for 

>. — over 60 years and at the last Quinquennial Valuation ending 
' 31st December, 1956, a rate of 45/- per cent was declared under 
participating Life policies of the new series in force at that date. 

The welfare of its policyholders is the first aim of the Legal & General 

and the latest declaratibn justifies the confidence placed in the’Society. 


LEGAL & GENERAL 


ASSURANCE SOCIETY LIMITED 


CHIEF ADMINISTRATION: 188 FLEET STREET, LONDON, E.C.4. TEL: CHANCERY 4444 


If only the draught fan had been work- 


ing! If only one small louvre in the 
S furnace door had been open! If only 
the ventilation had been adequate! 
But they weren't. There was a flue 


gas explosion, and everything was up 
with the boiler house. 


blasted boiler 


What Vulcan say about it 


Disasters like this accent the vital need, not 
only for complete insurance cover, but also the 
inspection to hunt out the danger spot, prevent 
the disaster. And the people with the know- 
how are Vulcan. 

Our Engineer-Surveyors are specialists, and 
nothing escapes their scrutiny. Every heating 
plant will be safe as boiler houses after they’ve 
seen and gone. In lifts, hoists and cranes, too: 
if there is trouble on the way, they’ll put a stop 
to it. In other words, and it can’t be said too 
often, safety first is Vulcan first. 


VULCAN INSPECTS—AND PROTECTS 


FREE. For news of industrial accidents 
and ways to avoid them, ask us now for 
‘Vulcan’, a quarterly journal for Power : 
‘users, Please write to Dept. 17. i 
Sak ts ipa wsaleiaadieais Maniac 67 KING STREET, MANCHESTER 2 
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